





j 

. j 
1 

a 












































The Greatest 
Square Mile 
in the World 





The towers o f the Financial District 


stand at the tip of Manhattan Island— 





Purchase of Manhattan y 4 the Gateway to the Nation—as a unique 
symbol of American achievement and 
progress. They tell in steel and stone 
the epic story of the great facilities and 
services supplied by Finance to the 
growth and development of American 


commerce and industry during the 150 





years of the nation’s life. 
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THE POWER TO TAX... 
WHEN the New York Legislature meets this year in Albany it will be 
asked to amend the onerous and inequitable provisions of the present 
“Transfer Tax” on share transactions in this State. 

This New York State Transfer Tax is now so high that it is driving 
business away from the New York stock exchanges to exchanges in 
other states where there is only a slight levy or none at all. 

This loss of business is severely felt not only by the financial com- 
munity, which is directly affected, but also by the general business and 
commercial interests, which are feeling the harmful results of this un- 
sound tax on their own affairs, and recognize its continuing destructive 
consequences to the entire economy of the City and State. 

As a result, the Chamber of Commerce of the State of New York, 
the Merchants Association and other representatives of the general 
business interests of the City and State of New York, join with the 
brokerage and financial industry in the demand for relief from this 
onerous levy. The appeal to amend this Law has three essentials: 

First, to adjust the provisions of the act so that it will not cause 
double taxation on “odd-lot’”’ trading on the New York exchanges. 

Second, to reduce the tax by repealing that portion imposed for 

emergency” purposes. 

Third, to establish a more equitable and more scientific tax so that 
it will more nearly correspond to the value of the transactions. 

The solution of this problem is entirely in the hands of the State 
legislators and government officials. And it is up to the political leaders 
of the City, the Mayor and others, to champion this cause in behalf of 
the commercial life of the City and the citizens and taxpayers who are 
directly and indirectly dependent upon the survival of the securities 
business in New York. 

As President Martin has said, “The New York Stock Exchange and 
its member firms do not object to bearing their fair share of the taxes 
of the State.”’ 

But when, after fair trial, it becomes apparent that a tax is destruc- 
tive in its operation, the evil should be remedied. 

The securities business is now in a serious predicament. Volume on 
the exchanges is the lowest in fifteen years and overhead costs are far 
too high to be maintained on present volume. The situation warrants 
the most serious consideration of government authorities, as well as 
their active aid and support of any sound measures that will help to 
revive this business to normal levels. 

An essential first-aid in this revival would be to adjust a Tax which 
is driving away business that is badly needed. 
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A TAX THAT DESTROYS 
New York BUSINESS 


HE securities and financial business 

that centers in Downtown Manhat- 
tan is New York City’s greatest indus- 
try. Because of it, New York is today 
the principal financial center of the na- 
tion, and of the world, as well. Also, 
because of the localization of this indus- 
try in this city, both the City and State 
of New York obtain a huge portion of 
their tax revenues from this source. 

This financial industry that centers in 
New York City owes its greatness, its 
predominance and its prestige not to 
local factors, but rather to its importance 
as a national market place of American 
securities and as a capital market to sup- 
ply the needs of industry and commerce 
all over America. 

Today, the business of the nation’s 
leading financial center is seriously de- 
pressed. The causes of this plight are 
numerous; many of them, of course, are 
the result of the years of general depres- 
sion through which the nation has been 
passing. However, some of the prob- 
lems that affect the New York securities 
markets are the direct result of specific 
factors that are causing a definite shift 
of securities business away from New 
York. An outstanding factor that is forc- 
ing securities business away from New 
York is the high “‘transfer” tax that the 
State of New York levies on stock trans- 
actions in this state. 


High Tax Forces Business Away 

The fact that this tax is causing a loss 
of business to New York, while damag- 
ing in itself, especially at this time of 
generally reduced business volume, is 
particularly serious because it is apparent 
this is a steady trend of securities busi- 
ness away from New York. This trend 
portends a permanent decline for the 
New York securities markets if the situ- 
ation is allowed to continue without 


taking adequate measures to combat it. 

For the significant fact about this 
trend of securities business away from 
New York is that it is not a depression 
phenomenon, not an emergency meas- 
ure that will change automatically with 
the return of ‘‘better times.’’ Rather, 
this trend is becoming more pro- 
nounced, increasing in extent, year by 
year. A vital root of the trouble is to 
be found right in New York State—in its 
high State Transfer Taxes. 

When it is realized, for example, that 
over 75 per cent of the orders executed 
for the public on the floor of the New 
York Stock Exchange come from invest- 
ors outside the State, it becomes ap- 
parent that the New York market is 
extremely vulnerable to any factor, like 
the high New York State transfer tax, 
that acts as a lever forcing business away 
from this State. 

There is, of course, the logical ques- 
tion as to the justification for this tax 
by one state upon business coming from 
other states. People in New Jersey and 
other states who buy goods in New York 
City stores do not have to pay New York 
City’s sales tax on goods delivered to 
them outside the State—even though the 
transaction occurred in the store in New 
York City. Why, then, do investors liv- 
ing in other states have to pay a “‘trans- 
fer’ tax to New York State when their 
shares are dealt in on New York ex- 
changes? 


New York Tax is Highest 

The tax on share transactions in New 
York State is by far the highest of any 
state where there is a stock exchange. In 
fact, in most such states there is no such 
tax levied at all. Naturally, if an in- 
vestor can effect a saving in taxes by 
having his stock transactions conducted 
on an exchange outside New York State, 


it is a very real inducement to him to 
direct his business away from New 
ork. 

The inducement appeals particularly 
to the small investor, dealing in less 
than 100 shares, for on odd lot transac- 
tions in New York, because of the way 
the tax is levied, the incidence of the 
tax is doubled. 


This editorial appeared on 
October 12, 1939. 





Chicago Daily Tribune | 


THE WORLD'S GREATEST NEWSPAPER { 


NEW YORK STATE RACKET. 


Stecks of the country’s leading corporations are 
widely held. Some companies which have pub- 
lished analyses of their stockholder lists have 
revealed that there were owners in every state. 
One becomes a stockholder by buying from some 
one who is already a stockholder. When a person 
residing in Iowa desires to sell 100 shares of 
United States Steel, he asks his broker to tele 
graph an order in to the Naw Yoek Steck er- 
change. The buyer may also be a resident of 
Iowa. But whether both parties to the trans- 
action live. in the state of New York or if they 
live in other states, the state of New York col- 
lects a tax on the sale. On each 100 shares of 
stock the tax is $5.00. 

This tax is a racket. The exchange is a national 
institution and it is regulated by a national com- 
mission. The state incurs no expense in connec 
tion with this operation. Actually the location of 
the exchange in New York is of immense advan- 
tage to the people of the state. It affords jobs 
directly for thousands. It results ir juicy fees for 
the transfer agent. It gives the banks almost a 
monopoly of brokers’ loans. 

If the state wants to collect a tax when a New 
Yorker sells a bunch of stock to a New Yorker, 
it is all right with us. But it is an outrage for 
that state to tax the transactions of the people of 
other states Just because the clearing house hap- 
pens to be in New York. It is common practice 
under state sales tax laws to exempt sales made 
by citizens of the taxing state to citizens of 
other states, 

If the government at Albany is not willing to 
cease exacting tribute from the whole nation the 
stock exchange ought to move out to Jersey or 
Connecticut. If the exchange won't take action 
itself, the Securities and Exchange commission, 
which likes to tell security exchanges what to 
do, could bring pressure upon the New York 
stock market. If the SEC effected a migration 
ot the exchange from New York to escape the 
racket it could make a valid claim that it was 


worth five cents a share to the stockholders of 
America, 





\ 


Meanwhile, the Chicago Stock exchange has 
listed the securities of such leading companies 
as United States Stee! corporation, General Motors 
corporation, American Telephone and Telegraph. 
company, and the Pennsylvania Railroad com- 
pany—to mention a few. Midwesterners can beat 
the New York state racket by selling their stocks 
through the Chicago Stock exchange, 
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Members of the Boston Stock Exchange will assist you t 
this economical manner. Taxes obtained from the stock tra 
ing of the burden on other sources. 


The double incidence of the tax in 
the case of odd lot transactions is attrib- 
uted to the fact that when a full lot of 
100 shares is sold, the sale is taxed at 
the stated rate per share; and when this 
full lot of 100 shares is immediately 
broken up into smaller parcels, to sup- 
ply the orders of the small investors, the 
sale of each parcel is again taxed as an- 
other transfer. 

The New York State transfer tax is 
4¢ a share on stock selling at $20 or 
more, and 3¢ a share on stock priced 
below $20. On odd lots, because of the 
way this tax is levied, the small inves- 
tors have to support the double inci- 
dence of the tax at these rates. 

The levy in both Massachusetts and 
Pennsylvania is only 2¢ per $100 of par 
value of the stock sold, or 2¢ per share 
in the case of no-par value stock. 

The tax works out as follows: On a 
transaction for a full lot of 100 shares 
of General Motors common, $10 par 
value, the New York State tax is $4.00, 
while the tax in Massachusetts or Penn- 
sylvania on this transaction is only 20 


cents—or one-twentieth the amount of 
the New York tax. 

For an investor using Massachusetts 
or Pennsylvania stock markets, this 
means a saving of 95 per cent in taxes 
over a similar transaction in New York. 
While for investors using any of the fol- 
lowing local stock exchanges through- 
out the country—Cincinnati, Cleveland, 
Detroit, Chicago, Los Angeles, St. Louis, 
San Francisco—where no state taxes are 
levied, there is a full 100 per cent sav- 
ing over New York State transfer taxes. 

The savings that could be obtained by 
avoiding the high tax of New York State 
was brought to the attention of invest- 
ors in other states not only by several of 
the local exchanges located throughout 
the country, but also by government ofh- 
cials in at least one of these states. 

Newspaper advertising, circulars and 
other direct-mail literature were used 
in these efforts to impress upon the pub- 
lic the “savings in taxes” that investors 
could obtain by avoiding New York 
markets. Thus, investors in other states 
were made aware, by various means, of 


Savings in Transfer Taxes are featured in literature distributed by the Boston 


Stock Exchange and by Massachusetts State Officials. 


treded on the Boston Stock Eschange. 
in Boston have been oritted ) 
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THE COMMONWEALTH OF MASSACHUSETTS 


HEN you buy and sell securities through the Boston Stock Exchange you save 
money for yourself and increase Massachusetts’ revenue. The Massachusetts stock 
pm tax produces needed income when transactions are actually made 
chusetts. ’ 


The Massachusetts tax schedule is from 33 to 99% lower than that in New York. 


Your co-operation will be appreciated 


HENRY F. LONG, 


by executing your orders in 
nafer tax permits a lessen- 


Commiamoner of Corporations and Tuxation 
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in Massa- 


the high, inequitable and unjust tax im- 
posed by the State of New York. 


Co-operation of State Officials 


The efforts of government officials of 
at least one of the states in actively co- 
operating with their local stock ex- 
change to win business to their state, 
is in ironical contrast with the attitude 
of New York State officials, whose policy 
in supporting this heavy transfer tax is 
driving business away from this state. 

Each year, for the past three years, 
1937, 1938 and 1939, when the tax 
authorities of the Commonwealth of 
Massachusetts mailed income tax blanks 
to taxpayers in their state they also en- 
closed various literature telling of the 
advantages in tax savings that investors 
could secure by trading on the Boston 
Stock Exchange instead of on the New 
York markets. In 1939 the Massachu- 
setts Commissioner of Taxation told his 
taxpayers all over the State that “The 
Massachusetts tax schedule is from 33 
per cent to 99 per cent lower than that 
in New York.” He frankly told them 
on state-printed-literature, mailed with 
state-paid-for-postage, that “When you 
buy and sell securities through the Bos- 
ton Stock Exchange you save money for 
yourself and increase Massachusetts’ 
revenue.” 

This practical help from the State of 
Massachusetts was a substantial aid to 
the Boston Stock Exchange. 


Unsound Taxation Unsound For All 

A discussion of the high transfer 
tax imposed by the State of New York 
and its effect in driving business away 
from New York naturally points to the 
fact that this business is going to ex- 
changes located in other states. 

This article, however, is not to be con- 
strued as a discussion or criticism of the 
efforts of the exchanges in other states 
to obtain business. This is merely inci- 
dental to this discussion of the high 
New York tax on stock transactions. 
The vital point of this article is that this 
tax is driving business away from ex- 
changes in New York State. 

In fact, the New York Stock Ex- 
change is aware of most of the problems 


that face the exchanges of other states 
in building business, for many of these 
problems are the same as those it faces 
itself. There are those who believe that 
a healthy competitive situation among 
the financial centers of the country is in 
the public interest, for they feel it can 
contribute to that broad revival of the 
capital markets of the nation which is 
badly needed if we are to achieve a real 
economic revival. 

However, a sound and constructive 
competitive situation cannot be expected 
to develop out of the negative advan- 
tages that accrue to business in one state 
solely because another state levies a tax 
so high that it drives business away 
from its borders. 

For as business is developed in the 
other states, their legislatures conceiv- 
ably could also base their revenue ex- 
pectations upon a tax equally as unscien- 
tific as the transfer tax now imposed by 
the State of New York. In the long run, 
the nation’s securities industry would 
suffer. 

Hence, all exchanges can agree with 
the basic premise of this article, namely, 
that a high transfer tax in any state is 
unsound when it hurts the securities 
business of that state. 


Straws in the Wind 

As an evidence of the way in which 
this transfer tax is causing trading in 
shares listed on the New York Stock Ex- 
change to drift away to exchanges in 
other states where these shares are also 
dealt in, here are a few straws in the 
wind: 

In 1937, trading on the Boston Stock 
Exchange in stocks listed also on the 


New York Stock Exchange, 
amounted to 64.9 per cent 
of the total Boston volume. 
By the end of 1938, this fig- 
ure had increased to 78.5 
per cent. While in 1937, the 
Chicago Stock Exchange did 
14.5 per cent of its total 
trading volume in New York 
listed stocks, by June, 1939, 
this had increased to 48.7 
per cent. 

Eight of the exchanges 
outside New York State, 
with one exception, all re- 
ported gains in the amount 
of business done in New York 
listed stocks in relation to 
their total volume of trans- 
actions, as shown below: 


said, “ 





WIDE WORLD 


Mayor La Guardia to Help 
New York Business 


On November 29, 1939, Mayor La Guardia 
I am going to out-small-town the small- 
est town in the country. I am going to estab- 
lish a Department of Commerce which will 


have the function of providing information 


EXCHANGE 1937 1939 
(to June 30) 

Boston 64.9% 76.0% 
Chicago 14.5% 48.7% 
Cleveland 5.29% 18.6% 
Detroit ...... 30.0% 44.9% 
Los Angeles 8.7% 33.4% 
Philadelphia .... 72.6% 78.4% 
Pittsburgh 8.0% 14.5% 
San Francisco*... 44.39 38.5% 


Showed a relative decrease of 5.8% 
for the period. 


Effect on Odd-Lot Business 

The way in which the high New York 
State transfer tax is forcing securities 
business away from New York is even 
more strikingly revealed in the statistics 
of odd-lot trading. 

It is the small investor who bears the 
brunt of the New York State policy on 
this transfer tax, because the State pol- 
icy has the effect of actually doubling 
the tax in the case of odd-lot trades. It 








EACH TRANSACTION FOR $10,000 


If 10,000 shares are soldat $1.a share 
If 1,000 $10'"" 
If 100 * $100" 








INEQUALITY OF NEW YORK STATE TRANSFER TAX 
IS SHOWN BY THREE TRANSACTIONS OF $10,000 EACH 


Rates should be revised so that they will more 
nearly correspond to the value of transactions. 


TRANSFER TAX 
Charged by N.Y. State 
on Basis of Present Rate 

Tax is $300 
30 
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and advice to business men interested in com- 
ing to New York.” 

A program to help revive New York City’s 
financial industry to a normal level of activity 
can restore jobs to an estimated 100,000 New 
York people. Financial employment is now 
some 200,000 below 1929 peak levels. 


is in this field, therefore, that the great- 
est shift of business away from the New 
York exchanges has occurred. 

In 1937, the total business in New 
York listed stocks done by the leading 
local exchanges was 11.6 per cent of the 
total odd-lot trading volume on the 
New York Stock Exchange. 

In that year, the effect of the high 
New York transfer tax in driving busi- 
ness away from New York markets was 
getting well under way, and each year 
since it has continued to make further 
inroads on New York business. In the 
first half of 1938, the volume of this 
business done on the exchanges outside 
New York reached 13.4 per cent of the 
total odd-lot volume of the New York 
Stock Exchange. In the second half of 
1938, it rose to 18.4 per cent. Again, 
in the first half of 1939 it amounted to 
22.5 per cent; and subsequent returns 
indicate that results for the full year 
will show a centinuance of this trend. 

A marginal decline of 10 per cent in 
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Aerial view of the heart of the financial dis- 
trict, looking down Wall Street with Trinity 
Church in the foreground, 


gross volume means a serious situation 
in any business. 

This record shows a steady encroach- 
ment all the way to 22.5 per cent. 

It is important also to note that this 
record in New York listed issues was 
made by the leading exchanges of other 
states during years in which they, as 
well as the New York Stock Exchange, 
experienced a general decline in total 
business. 

Their gains in trading in New York 
listed issues, therefore, cannot be attrib- 
buted to a general expansion in stock 
business. Rather, they show a diversion 
of trading away from New York State 
due to causes apart from general busi- 


ness conditions. 


Permanent Portents 

This diversion will have a permanent 
effect upon New York City realty values 
and employment, already seriously af 
fected by the depre ssion. 

The ability of downtown Manhattan 
real estate to pay large taxes to the City 
of New York is mainly dep sendent upon 
the activity and prosperity of the finan- 
This area had an assessed 
$931,487,000. 


cial industr 
valuation, in 1932, of 
For the current fiscal year, this had de- 
10,504,000, 


clined to S7 a figure far in 


excess of true market value. The gen- 
eral property tax on this district is now 
at the rate of $21,845,000 per year. The 
buildings of this areca bear by far the 
largest assessment of any other area of 


elevator office buildings in the City. 
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Moreover, when it is realized that the 
assessments of this area represent near- 
ly 10 per cent of the total assessments 
against all the rest of Manhattan, the 
importance of the financial district as a 
source of municipal revenue is apparent. 

If these buildings are to continue to 
pay such taxes, then it is essential that 
their principal tenant—the financial in- 
dustry—be relieved of the onerous bur- 
dens which are now restricting and de- 
stroying it. 

This trend of securities business away 
from New York is having a serious ef- 
fect not only on rentals, realty values, 
and employment in the financial area, 
but the effect of this loss is felt in all 
phases of economic activity in New York 
and its environs. Loss of business and 
reduced employment result in lost in- 
come taxes for New York State and the 
federal governments. And lost business 
for New York's financial industry is felt 
by other business in New York,—by de- 
partment stores, by apartment houses, 
small tradesmen and shop keepers all 
down the line. 


What is to be Done? 

What is to be done about this situa- 
tion? 

The New York State Legislature voted 
in 1938 to eliminate the double trans- 
fer tax on odd-lot transactions, but Gov- 
ernor Lehman did not sign the Bill. He 
did not veto it, he merely failed to sign 
it, and it thereby failed to become law. 
Probably the reason he did not sign was 


because the budget had already been 


The Chicago Stock Exchange explains its pro- 
cedure for trading “on the New York tape”. 
“based on the success of the Boston plan.” 























RESOLUTION of the 
CHAMBER OF COMMERCE 
STATE OF NEW YORK 


Resolved, That the Chamber of Com- 
merce of the State of New York urges 
upon the Governor and the Legislature 
a reduction in the taxation of transfers of 
securities in the State of New York in 
order that the Stock Exchanges in this 
State may compete for business on more 
equal terms with those located in other 
states; and, be it further 

Resolved, That copies of this report be 
sent to the Governor and members of 
the Legislature. 











made up and voted upon for that year; 
and that budget was based upon the ex- 
pectancy of receiving estimated reve- 
nues from transfer taxes. 

This year the problem of high trans- 
fer taxes is again to be brought before 
the New York State Legislature, and the 
conditions caused by this tax will be 
shown to have become more aggravated 
in the past year than was the case in the 
previous year when the legislators voted 
to adjust the tax. 

Moreover, not only will the financial 
community again actively advocate re- 
lief from the tax, but the general busi- 
ness community is alive to the grave na- 
ture of the problem. The Chamber of 
Commerce of the State of New York has 
adopted resolutions advocating adjust- 
ment of the transfer tax. The Merchants 
Association and other important agen- 
cies are also active in this effort to secure 
relief from this inequitable, onerous 
and destructive tax. 
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Odd-Lot Execution in the Dually L 
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Listed Stocks on 
Either Chicago or New York Recorded Sales. 


A careful survey was made to explore the possi- 
bilities of executing odd-lot orders in Chicago in 
on both the Chicago and New York 
As a result the following pro- 
cedure was inaugurated early in November, 1936: 

A New York ticker whose tape is time- 
was installed on the 


g floor of The Chicago Stock Exchange 


ee 


any of the designated Duall 


From this record of sales a record is main- 
tained by the Odd-Lot Dealers of all sales in 
each Dually Listed Stock showing price and 
time of sale. This record sheet, also showing 
lateness of tape in New York, is turned over 
to The Chicago Stock Exchange and is filed 
as a permanent record. 

Based on the success of the Boston Plan and 
also by many carefully timed executions in 
New York on ‘lot orders originating in 
Chicago it was determined that a three-minute 
interval is the average length of time that it 
takes an odd-lot order from Chicago to go over 
the wire to New York and through necessary 
handling before the order is actually executed 
by the New York Odd-Lot Dealer. 

The Committee on Odd-Lots and Specialists of 

The Chicago Stock Exchange ruled: 
That a customer placing an odd-lot order in 
Listed stocks could 
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Must There Be 


VER since the world economic crisis 

broke out just ten years ago, people 
have been accustoming themselves to 
trade depression as a natural state of 
affairs, and have come to regard a tem- 
porary rise up to the level of 1929 as the 
utmost that could be hoped for. In other 
words, people have given up the idea of 
continuous progress as the normal course 
of economic development. They have 
thus lost the right standard for what 
should be considered as a healthy devel- 
opment and, in judging all the economic 
experimenting that has been going on in 
the world, have contented themselves 
with far too small demands. According- 
ly, as hopes of continued progress have 
sunk, the quondam interest in a redis- 
tribution of what we already possess has 
been revived, and has manifested itself 
in ever sharper relief both in the social 
struggle and in the contest of nations for 
the dominance of the world. 


The Uniform Rate of Progress 


It seems to be a matter of consider- 
able importance to endeavor to reply to 
the question whether there is really any 
objective necessity for abandoning the 
idea of continued economic progress at 
the pace we had previously accustomed 
ourselves to regard as normal. When I 
drew up the fundamental principles of 
my theory of social economy, I found it 
to be essential to throw clear light on the 
conditions requisite for progress and es- 
pecially to concentrate my analysis on 
the simplest case, namely uniform prog- 
ress. On the basis of the incomplete ma- 
terial which was available at the time, I 
considered that the figure for normal 
progress could be put at about three per 
cent per annum. Roughly speaking, this 
means the doubling both of capital and 
income in the course of every twenty- 
five years. Many people presumably re- 
garded such a development as some- 


AN END TO PROGRESS? 


BY PROFESSOR GUSTAV CASSEL 


UNIVERSITY 


thing quite incredible. Subsequent in- 
vestigations, which were based on a very 
extensive material, have, however, 
shown that production during the time 
when commerce was free has, on an av- 
erage, actually increased fully to that 
extent. Carl Snyder's index for the 
world’s physical production shows for 
the period 1865 to 1914 an average in- 
crease of 3.15 per cent per annum. An 
immigration country which at the same 
time received large supplies of capital 
from outside came up to a considerably 
higher standard. In the United States, 
for example, one could probably reckon 
with a normal rate of progress of 4 per 





“Progress has never been a ma- 
chine. It has always been depen- 
dent on whether human forces 
working for increased progress 
have beenallowed sufficient 
scope.” 





cent per annum, which meant the dou- 
bling of production in the course of 18 
years. Estimates made at Cornell Uni- 
versity show that the country’s total 
basic production during the period 1839 
to 1914 increased by 4.03 per cent per 
annum.? 

The World War naturally inter- 
rupted this course of development, but, 
as soon as the post-war crisis with its 
revolutionary effects on the monetary 
system had been overcome, economic 
progress recovered its former character- 
istic intensity. From 1924 to 1929 world 
production, according to Snyder's statis- 
tics, increased by somewhat over 20 per 
cent, or by 3.9 per cent per annum. This 
fact indicates that progress has an inte- 


* FARM EcoNomics, February, 1932, where Sny- 
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rior force which cannot be repressed 
even by such a catastrophe as a World 
War. Why then should the year 1929 
be regarded as a turning point, after 
which no further progress is to be ex- 
pected? 
Physical Resources Exist 

There is, I presume, scarcely anyone 
who would seriously contend that the 
physical conditions for continued prog- 
ress are lacking. Generally speaking, 
raw materials exist in an abundance 
which the world, in its present strange 
condition, almost regards as a misfor- 
tune. In cases where some shortage of 
raw materials might be expected to 
manifest itself, there are possibilities, 
for a long time ahead, for the opening 
of new fields of production. True that 
continued progress cannot be conceived 
without some geographical redistribu- 
tion of production. But this is an idea to 
which we have long been accustomed. 
Russia has possibilities for large-scale 
production on modern lines, which as 
yet can merely be dimly conceived. It 
can scarcely be doubted that Russia, with 
a more efficient economic organization, 
could attain results in the way of prog- 
ress which would fully equal what any 
other country has achieved, nay, indeed, 
might stand out as new world records. 

The world economy has shown an as- 
tonishing capacity for adjusting itself to 
the requirements of progress. These re- 
quirements have nowise been uniform 
in respect of different raw materials. On 
the contrary, as the result of technical 
developments, certain materials have ac- 
quired greater relative importance: but 
it has also proved possible to increase 
the output of those materials at a more 
rapid pace than that of average prog- 
ress. Professor Hégbom’s investigations 
into this question must be regarded as 
some of the most remarkable material 
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that has been placed at the disposal of 
modern economists.*? This author has 
found that for each of the principal raw 
materials there is a characteristic and 
singularly constant quota of progress. 
This quota differs considerably in re- 
spect of different materials, being, for 
example, 4.5 per cent per annum for pig 
iron, 5.9 per cent for copper, and 3.6 
per cent for lead. 

Despite the fact that the requirements 
of different raw materials have varied 
greatly according to the course of devel- 
opment, it has always been found pos- 
sible to produce those materials in pre- 
cisely the proportion required. Does not 
this remarkable fact strongly support 
the view that it would be possible for a 
long time ahead to increase world pro- 
duction at the pace that was previously 
normal? 


Why Abandon Idea of Progress? 


Why then should we abandon the 
idea of continued progress and indulge 
in fruitless and devastating controver- 
sies regarding the distribution of the 
limited supplies that already exist? 
There has been much talk about the 
profound ‘‘structural changes’ of the 
post-war period as an impediment to 
continued progress. But does not this 
talk indicate an attempt to escape re- 
sponsibility for the trade depression? 
Have not past times also had their struc- 
tural changes, and has not a vigorous 
economic movement succeeded in over- 
coming the difficulties of adjustment 
and in maintaining the rate of progress? 
There is also reason to ask how far the 
unsatisfactory structural conditions of 


*"Mineral Production,” Stockholm, 1932. 


the present time may be due to irrational 
human action, which it should be pos- 
sible to change. For example, the aggre- 
gate effect of the commercial policy of 
all countries has undoubtedly been to 
impede international commerce, with a 
consequent marked reduction in the ef- 
fectiveness of the world economy. It is 
in fact impossible to maintain that the 
stagnation of progress is in any way due 
to objective necessity. 


Progress Depends on Human Forces 


Progress has never been a machine. It 
has always been dependent on whether 
human forces working for increased 
progress have been allowed sufficient 
scope. It is possible to narrow that scope 
in such a degree that progress is stopped. 
But then people must not declare that 
the stagnation was necessary, or that it 
was idle to believe in the possibility of 
continued progress. 

The world production index pub- 
lished by the League of Nations, which 
comprises 81 primary articles, rose for 
the years 1925 to 1929 from 95 to 106, 
but afterwards fell back to 103 for 1935. 
The development during the first-men- 
tioned period was not particularly 
marked (somewhat less marked than 
according to Snyder's above-mentioned 
index); but the decline during the fol- 
lowing period must be regarded as very 
considerable, if viewed relatively to the 
development which would have ensued 
if progress had only continued at the 
pace of the preceding period. The fall 
of the index during the period 1929 to 
1935 is solely due to the marked shrink- 
age of production in North America, 


where the index number fell from 103 
to 87. None of the other countries for 
which separate index numbers are given 
shows any decline in production during 
this period, while several of them ex- 
hibit a considerable increase. This gives 
us reason to direct our attention particu- 
larly to the course of development in 
the United States. 


Decline in the United States 


The Federal Reserve Board’s index 
for American industrial production, the 
basis of which is 100 as an average for 
the years 1923 to 1925, had in 1929 
risen to 119. For five years this meant an 
increase of 19 per cent, corresponding 
to an average rise of 3.8 per cent per 
annum, which for industrial develop- 
ment in the United States must be con- 
sidered extremely moderate. Industrial 
production in that country subsequently 
fell, for the year 1932, right down to 64. 
This catastrophic fall was followed by a 
recovery. A new maximum was reached 
in 1937 with the index number 110, but 
in the following year the index fell 
again, down to 86. Now what does this 
signify? Had progress after 1929 been 
allowed to continue at the same pace as 
in the preceding five-year period, indus- 
trial production for 1939 should have 
reached the index number 169. And yet 
the average for the first 7 months of 
1939 is only 97. These figures give us 
some idea of the real extent of the dev- 
astation to which American industrial 
production has been exposed. 

The general economic decline in the 
United States is reflected in the figures 
for the national income. The annual sta- 
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tistics of the United States Department 
of Commerce for the national income 
(estimated as “the gross value of all 
goods and services produced minus the 
value of raw materials, and capital 
equipment consumed in current produc- 
tion operations’) showed for 1929 a 
figure of 82.7 billion dollars. For the 
year 1933 this figure had fallen to 42.5 
billion dollars. For 1938 it was 64 bil- 
lion dollars. These figures must now be 
corrected to allow for the changes in the 
purchasing power of the dollar. If we 
take as a basis the Labor Bureau's index 
for wholesale prices and recalculate all 
the income figures in the 1926 dollar, 
we shall find that the course of develop- 
ment in regard to national income shows 
less violent changes, but that it in any 
case exhibits an entirely disheartening 
decline. The accompanying chart illus- 
trates the trend. 

In order to realize the significance of 
this trade depression, let us assume that 
the increase in the national income after 
1929 had proceeded at a normal rate. 
With a four per cent annual rise in the 
national income, the United States could 
have increased it up to 121 billion dol- 
lars for 1938. The difference between 
this and the actual figure, 81 billions, is 
40 billion dollars with the 1926 pur- 
chasing power. Expressed in the 1938 
dollar, this corresponds to 31.6 billion 
dollars. Thus, instead of an income of 
64 billion dollars, the year 1938 should 
have shown an income of 95.6 billion 
dollars. Such figures must be kept in 
mind if we wish to form a true idea of 
what American economy has lost by 
dropping its normal rate of progress. In 
the chart the assumed normal develop- 
ment is represented by a dotted line. It 
graphically shows the immense loss that 
has accumulated during this period. 


Why Should American Progress Stop? 

If we now ask ourselves: What are 
the reasons of this portentous deteriora- 
tion in the effectiveness of American 
production? we shall be entering on a 
very controversial subject. I do not in- 
tend to engage in a detailed discussion 
of this question. Anybody can see from 
the chart that the process of deflation 
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which began in 1929 and which en- 
tailed a very marked increase in the pur- 
chasing power of the dollar, must have 
been a factor of fundamental impor- 
tance. How this deflation could have 
been avoided, and how the recurrence 
of such a calamity could be prevented 
for the future, is a central problem of 
monetary analysis as well as of practical 
financial policy. 

What is intended here, however, is to 
endeavor to eliminate such explanations 
of the trade depression as are quite at 
variance with reality, but which, as ex- 
perience shows, are nevertheless very 
popular and are liable to influence eco- 
nomic policy. I am alluding primarily to 
the theory that the course of develop- 
ment up to the year 1929 had proceeded 
at an abnormally rapid pace and had en- 
tailed an inordinate accumulation of 
capital assets. This view is completely 
devoid of foundation, as anybody can 
convince himself by comparing the pe- 
riod in question with previous booms in 
the United States. I have dealt with this 
subject in an article published * in Octo- 
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ber, 1932, and, though the views ex- 
pressed there have never been refuted, 
the talk about an abnormal development 
of capital up to the peak of 1929 has 
been perpetually recurring. 

This theory becomes quite grotesque 
if it is contended that the said boom, in 
view of its excessive intensity, must nec- 
essarily be followed by such a set-back 
as that which subsequently occurred. 
There is no necessity at all for such a set- 
back. A continued increase of the vol- 
ume of American production at the pre- 
viously normal rate would undoubtedly 
have been quite possible. In the United 
States there was a sufficiency of man 
power and most other factors of produc- 
tion. The raw materials which had to be 
imported could easily have been pro- 
cured, seeing that the United States, as 
a tule, has had what is commonly 
called a favorable balance of payments, 
which might have been utilized for 
something far better than an enormous 
importation of gold. We are thus forced 
to the conclusion that the immense loss 
sustained by American economy after 
1929 must have been due to errors in 
organization. Such errors it should be 
possible to remedy. But, if we are to 
make a determined effort in this direc- 
tion, we must above all things free our- 
selves from the view that after 1929 all 
idea of continued economic progress 
would have to be abandoned. Our fig- 
ures show that nothing of any real value 
is to be gained for the masses by a better 
distribution of the unduly reduced na- 
tional income, but that, on the contrary, 
with continued progress vast resources 
would be available for raising the stand- 
ard of living of the entire population. 

A rational social welfare policy has 
undoubtedly had a great mission to ful- 
fill, and much work still remains to be 
done in this field, but it lies chiefly in the 
direction of enhanced efficiency of labor, 
or rather in the spread of the high stand- 
ard of efficiency already reached in some 
lines to all parts of the national econ- 
omy. A mere reshuffling of a national 
income which in itself is quite insuff- 
cient would be an ineffectual remedy. 
Conceived in this sense, a “new deal” 
will be a most misleading program. 


9 











HEN a company applies to have 

its securities listed on the New 
York Stock Exchange, it places “on the 
record” a complete fund of information 
about its corporate existence. This is 
embodied in the formal listing applica- 
tion which the Exchange requires an 
issuer to prepare and submit. Before se- 
curities may be admitted to trading on 
the Exchange, not only must the listing 
be approved by the proper authorities 
of the Exchange, but the securities must 
be registered under the Securities Ex- 
change Act of 1934. Listing is a pro- 
cedure separate and distinct from reg- 
istration, the only direct relationship 
being that approval of listing by the 
Exchange is one of the prerequisites to 
registration. 

The New York Stock Exchange has 
pioneered in advocating broad discles- 
ure of corporate information. For when 
a company makes shares in its owner- 
ship available to investors on a world- 
wide basis, its assets, earnings, dividend 
record, business prospects, methods and 
character of management become a mat- 
ter of natural concern to a greatly in- 
creased number of people. 


Data Made Available to Public 

The Exchange requires that these data, 
together with other pertinent facts re- 
lating to the applicant company, be 
made available to the public. In charge 
of supervising the preparation of listing 
applications, and the promotion of other 
measures for wider public information 
on corporate affairs, is the Committee 
on Stock List, composed of five regular 
members and two alternate members, 
appointed annually by the President of 
the Exchange, subject to the approval 
of the Exchange’s Board of Governors. 
This Committee considers and acts upon 
all applications for listing and main- 
tains a continuing interest in the polli- 
cies and problems of listed companies 
which relate directly to the status of 
their securities listed on the Exchange. 
In the case of a company that already 
has other securities listed on the Ex- 
change, the Stock List Committee’s au- 
thorization to list additional securities is 
final. But, if the company is a newcomer, 
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“INFORMATION, PLEASE!” 


HOW THE STOCK EXCHANGE CONDUCTS 
ITS OWN QUIZ OF COMPANIES SEEKING 
TO LIST SECURITIES ON THE MARKET 


the application must also be adopted by 
the Board of Governors. 

Aiding the Committee in this work is 
the Stock List Department, a depart- 
ment of the Exchange established to 
execute the policies of the Committee. 
In this department, which has 35 em- 
ployees, are found the specialized tech- 





STEP 1: A company wishing to list 
its securities on the New York Stock 
Exchange interviews a member of the 
Committee on Stock List, inquires 
about applying for listing. 





nical staff and mechanical facilities 
necessary to conduct a comprehensive 
investigation of every applicant com- 
pany, and to administer the daily con- 
tinuing relations with the companies 
whose securities are listed on the 
Exchange. 

When a corporation expresses a de- 
sire to have its securities listed, the De- 
partment first assembles enough of the 
leading data on the company’s business 
to enable the Committee to give an in- 
formal opinion as to whether the issue 
is eligible for listing from the stand- 
point of size, national interest and the 
extent of its public distribution. 

If the preliminary estimate is favor- 
able, the Stock List Department imme- 
diately assigns one of its staff examiners 
to cooperate with the company in the 
preparation of its listing application. 
His purpose is to gather the information 
which the Committee is to use later in 
testing the eligibility of the company’s 
securities for listing. Also, he insures 
that the facts elicited in his study of the 
company will be fully disclosed in un- 
derstandable form—and that equivalent 
information will be made available by 
the company at regular intervals in the 
future. 


His analysis begins first with the com- 
pany’s accounting methods and financial 
statements, which must be certified by 
an independent firm of public account- 
ants. He examines the dividend record 
of the company over a period of years, 
and makes a careful study of the changes 
in the authorized stock and capitaliza- 
tion of the company since the time of 
its organization. He investigates any 
substantial changes in the amount of 
stock outstanding over a period of at 
least the past five years; and if there are 
any options, purchase warrants, or con- 
version rights, he examines their terms 
and conditions. 





STEP 2: Before preparing a formal 
application, the company is advised 
by the Committee on Stock List as to 
whether or not its securities meet the 
Exchange's basic requirements. 





The company’s earnings in the pre- 
ceding year—and in every individual 
year for five years back—are analyzed. 
And examination is made of any other 
evidence that will testify to the com- 
pany’s permanence and stability, such 
as the volume of its sales, a list of its 
principal customers, its methods of dis- 
tribution, outlets and so forth. 

The company’s physical properties, 
the status of patents, the extent of its 
raw material resources, and its labor re- 
lations are a few of the numerous other 
subjects which are covered in detail. In 
the case of a mining company, the Ex- 
change requires an independent engi- 
neers report on the company’s proper- 
ties and ore reserves. 

To assure the legality of the com- 
pany’s organization and the validity of 
its securities, opinion of counsel is also 
obtained, and is set forth in summary 
form in the application. 


COMMITTEE ON STOCK 


LIST 


(Reading clockwise): Joseph D. Gengler, George R. 
Kantzler, Joseph Klingenstein, Vice Chairman; John 
M. Hancock, Chairman; William K. Beckers, H. Allen 
Wardle, and C. Newbold Taylor. 


In addition to statements on these 
many subjects, the application includes 
descriptions of the company’s funded 
debt, of its stock provisions, and of any 
pending litigation. The business, finan- 
cial, and accounting policies of the com- 
pany are outlined. And a report is made 
on its type and methods of management 
—even including biographical sketches 
of its principal officers and directors. 





STEP 3: These requirements fulfilled, 
a staff examiner of the Stock List De- 
partment, assigned to help the com- 
pany prepare its listing application, 
receives full information on all phases 
of the company’s affairs. 





In final form, a typical listing appli- 
cation is some ten or twelve pages in 
length, with well-subdivided sections 
permitting easy reference to any point 
in question. 

With the listing application as the 
main piece of evidence—supplemented 
by a digest report and by the recommen- 
dations of the Stock List Department 
the members of the Committee on Stock 
List examine the standing of the com- 
pany in its particular field, the character 
of the market for its products, its rela- 
tive stability and position in its indus- 
try, the degree of national interest in its 





activities and whether or not it has 
reasonable prospects of maintaining its 
position in its industry. 

These are the main essentials the 
Committee looks for when a company 
applies for the first time to have its secu- 
rities listed. They supersede any mathe- 
matical yardstick of assets and earnings. 

During 1939, approximately 45,000,- 
000 shares were authorized for listing 
on the Exchange. And during the past 
decade (Jan. 1, 1930—Dec. 31, 1939), 
more than 2,100 listing applications 
were adopted by the Committee on 
Stock List. These included the securities 
of some 280 newcomers to the Ex- 
change’s list. 

From the time of its inception, the 
Committee on Stock List has pioneered 
in the promotion of measures in the 
interests of investors. Prior to the be- 
ginning of the present century, the Ex- 





STEP 4: The Committee on Stock List 
determines the eligibility of the se- 
curities from the finished application 
— the complete record of the com- 
pany’s affairs. 





change required listed companies to 
publish financial reports before this had 
become the generally accepted practice. 
As far back as 1926 it reached the con- 
clusion that holders of common stock 





should have a voice in management, and 
has since refused to list non-voting com- 
mon stocks. In 1932 it adopted, as a 
condition for listing, the requirement 
that the financial statements in reporis 
to security holders must be audited by 
independent qualified public account- 
ants. The Exchange also has exerted its 
influence continuously toward the pub- 
lication of more frequent and informa- 
tive interim reports to stockholders 
with the result that today more than 
90°0 of the active domestic companies 
having securities listed on the Exchange 
issue reports to their stockholders either 
quarterly or semi-annually. 

One step recently taken by the Com- 
mittee was its request to listed compa- 
nies that, due to the disturbed conditions 
abroad, they disclose the extent of for- 
eign items in the financial statements in 
their reports to stockholders. The Com- 
mittee is constantly developing new 
measures which will increase public in- 
formation as to the status of listed se- 
curities, and that will help in other ways 
to maintain a high standard of character 
for issues traded on the Stock Exchange. 





STEP 5: If a company has not previ- 
ously listed its securities, the Board 
of Governors must take final action 
on the application. 
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HILE the old-time ‘customers’ 

man,’ who frequently deemed 
“whom he knew” to be more important 
than ‘‘what he knew’’ in his solicitation 
of commission business in securities, has 
long since passed into oblivion, the year 
1939 brought an official conclusion to 
his career. The Stock Exchange even de- 
leted the term “‘customers’ man’ from 
its classification of registered employees. 
In his place there has risen the Regis- 
tered Representative, who pursues a spe- 
cialized profession under the strict su- 
pervision of the New York Stock Ex- 
change. 

To extend its supervision over the 
personnel of member firms and unify its 
control, the Exchange has brought not 
only the group formerly known as ‘‘cus- 
tomers’ men’ into its classification of 
Registered Representatives, but has also 
included all securities salesmen, securi- 
ties traders, foreign representatives, in- 


A TYPICAL 


CUSTOMER RELATIONS 






Becomes A Profession 


ternational arbitrageurs, managers of 
foreign activities, service men and trav- 
eling representatives. 

Extend Examination Requirements 

The past Summer saw the Stock Ex- 
change’s examination requirements ex- 
tended to include all these types of per- 
sonnel—as well as branch office mana- 
gers—with the program reaching its full 
scope when some 2,200 securities sales- 
men and securities traders were exam- 
ined by the Exchange on July ro last. 

A desire on the part of one class of 
Registered Representatives — calling 
themselves ‘customers’ brokers’’ — to 
establish their occupation further as a 
specialized and unified profession also 
led during the year to the formation of 
three important sectional organizations 

-the Association of Customers’ Brokers, 
in New York City, headed by Albert C. 
Beeson; the Stock Brokers Associates, in 
Chicago, whose president is John J. 


CUSTOMERS’ ROOM 


‘} 


O’Brien; and the Association of Cus- 
tomers’ Brokers of Philadelphia, headed 
by Harry C. Dodd. These groups have 
stated that their primary purpose is ‘‘to 
preserve and inculcate the highest stand- 
ards of business conduct throughout 
their profession.” 

Compared with other leading broker 
careers — such as that of commission 
broker, floor trader, or specialist — the 
employees known as Registered Repre- 
sentatives are part of a relatively recently 
developed profession; for it was not 
until late in the 1880's, when branch 
offices and local brokerage firms were 
first established in many parts of the 
country, that the need for this additional 
personnel arose. 


Duties Sharply Defined 

Through a rapid process of develop- 
ment, the profession has been brought 
to a point today where the duties and re- 
sponsibilities of the Registered Repre- 
sentative are sharply defined, and re- 
quire him to meet a high standard of 
training and character before he can be 
employed by a member firm of the New 
York Stock Exchange. 

Certain principles, fundamental in 
their nature, have long guided the Reg- 
istered Representative in his business 
dealings. For instance, the Exchange re- 
quires him to agree that he will not ac- 
cept from any person, other than the 
Stock Exchange member by whom he is 
employed, any compensation in connec- 
tion with any securities transaction, ex- 
cept with the written consent of the 
Exchange. 

He must also agree that he will not 
share in the profits of any customer's 
account, nor rebate any part of the com- 
pensation he receives in his capacity as a 
Registered Representative. Neither can 
he represent to any customer that he will 





personally guarantee the custo- 





mer’s account, nor lead him to 
believe that he will not suffer 
any loss as a result of opening a 
securities account. 

The employment of any per- 
son in a nominal position by a 
member firm because of the 
business he might obtain is also 
expressly forbidden. 

A Constructive Step 

From the investor's point of 
view, one of the most construc- 
tive steps taken by the Exchange 
in recent years has been its rul- 
ing—adopted in its present form 
on March 1, 1936—which pro- 
hibits a Registered Representa- 
tive from making any transac- 
tion for a customer’s account 
without the customer's full 
knowledge beforehand, unless 
this power of discretion has pre- 
viously been vested in the Reg- 
istered Representative by the 
customer, and unless the brok- 
erage firm has also secured ap- 
proval of the arrangement from 
the Exchange. 





Approvals Restricted 
The Stock Exchange gives its 
approval to an arrangement of 
this nature only when a valid 
reason exists and only under 
extraordinary circumstances. 
Such an arrangement might be 
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Customers’ Broker-1940 
by 
Albert C. Beeson 


President, The Association of 
Customers’ Brokers 





THE year 1940 sees the Customers’ Broker (the 
title adopted by our Association) attaining a pro- 
fessional status requiring years of experience and 
training not only in problems concerning securi- 
ties but commodities as well. The qualified Cus- 
tomers’ Broker of today is a combination of economist and statistician. He must be 
trained to recognize social and political as well as industrial trends, and he has to 
be capable of analyzing growth factors as well as the balance sheet and income 
statement of a corporation. 

A high sense of responsibility is necessary to plan clients’ investment programs 
properly and to keep correct balance between investment and speculation. 

Not only must the Customers’ Broker qualify as to ability by passing the New 
York Stock Exchange's comprehensive examination embracing its rules and a 
mechanical knowledge of markets and statistical methods, but to become a member 
of the Association of Customers’ Brokers he must pass a careful examination of 
character. 

The Code of Ethics of the Association includes the following tenets concerning 
the giving of advice and opinions: 

“The client’s interest shall always be the first consideration of a member of our 
Association. 

“Opinions or advice given by a member shall be supported by adequate knowl- 
edge and information. In making a suggestion a member shall present to a client 
as many as possible of the relevant facts whether they be favorable or unfavorable. 

“Encouraging financial transactions not commensurate with a client’s resources, 
or suggesting highly speculative ventures without explaining the extent and nature 
of the risk involved, shall be considered unethical.’ 

With the New York Stock Exchange and the Customers’ Brokers cooperating to 
maintain and raise standards for our business, we can well look ahead to constantly 
improving service in the interest of the public. 


ae aa 
Albert C. Beeson, 
of Francis I. du Pont 
& Company 





justified, for example, when a 
customer wants to go away on 
a trip, or when a close relationship exists 
between the employee and the customer. 

Responsibility for such transactions 
must also be shared by a partner of the 
brokerage firm, who, in cases in which 
the employee is present in the same of- 
fice, is required to initial each transac- 
tion before it is executed, or approve the 
transaction on the same day if the em- 
ployee is stationed elsewhere. 


How Rules Are Enforced 


To enforce its set of all-embracing 
rules, the Exchange has the power, 
through its Committee on Member 
Firms, to disapprove the employment of 
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any Registered Representative who vio 
lates a regulation. This effectively ter- 
minates his position, and precludes the 
possibility of his being hired in a similar 
capacity by any other member firm. 

If it also appears that the employing 
firm has been guilty of negligence, or 
lack of proper supervision in connection 
with the violation, the Exchange’s Com- 
mittee on Member Firms may censure it, 
impose a fine for each violation, or pre- 
fer charges against the firm to the Board 
of Governors—the Exchange's highest 
court. 

Both the tenor of these regulations, 
and the provisions which have been set 


up for their enforcement, make it clearly 
evident that in his daily business activi- 
ties the Registered Representative must 
consistently measure up to a high stand- 
ard of business conduct. 

And as the securities business enters 
upon a new decade, he finds these prin- 
ciples—which have a sound basis in a 
firmly established body of rigorously 
enforced rules—placing him upon a 
high professional plane. At the same 
time, the ‘Customer Broker’ organiza- 
tions formed during the past year are 
helping to instill a more unified spirit 
and a deeper sense of responsibility 
throughout the profession. 
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66 O you think a 

young man start- 
ing out today has a bet- 
fer or poorer chance to 
get ahead than a young 
man Starting 5O years 
ago, provided he has 
5 thrift. ambition and 
ability?” 


This was the opening 
question asked by inter- 
viewers in the nation- 
wide survey recently 
conducted on behalf of 
the New York Stock Ex- 
change by Elmo Roper. 
Some 5,000 persons in 
SHIN( all walks of life through- 

out America were inter- 

viewed in an effort to 
find out the attitude of the public 
toward the New York Stock Exchange, 
and to ascertain the viewpoints and 
opinions of the public with respect to 
many subjects relating to the Exchange 
and its work. 

The 5,000 persons included in the 
survey were selected proportionately 
from among the various economic lev- 
els, divided equally as to sex and 
roughly classified according to age (be- 
low and above 40). 

A survey of this kind proceeds on the 
principle that the only way to find out 
the meaning of that amorphous, vague 
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What Does The Public Know 


ABOUT THE STOCK EXCHANGE? 


ROPER 


SURVEY REVEALS 
MISCONCEPTIONS AND 


EXTENT OF 
MISINFORMATION 


ABOUT THE SERVICES OF THE EXCHANGE 


term “public opinion” is to get right 
down to brass tacks by finding out what 
the people who make up the population 
really think about a certain subject. If 
the thinking of enough of us in various 
walks of life is ‘‘sampled,”” experience 
of men engaged in this work has shown 
that this method produces the same re- 
sults, with only a slight percentage vari- 
ation, as if the opinions of the entire 
public were canvassed. Moreover, it is 
contended that when the “sampling” is 
conducted by personal interviews made 
by trained investigators this survey pro- 
cedure attains its maximum validity. Of 
course, in any case, it must always be 
kept in mind that all such surveys claim 
only to reflect public opinion at the tine 
the survey is made. Public opinion is a 
volatile, changing intangible, always in 
a state of flux. On occasion, public senti- 
ment has been known to alter radically 
over-night. On most subjects, however, 
public opinion changes gradually, if at 
all, and there is usually a time lag be- 
tween the change in the situation, the 
institution, or its methods, and public 
acceptance. 

The survey itself was one of the most 
thorough that could be expected from 
the random interview method. Each in- 
terview required time, patience and co- 
operation on the part of both the 
stranger interviewed and the inter- 
viewer. 

The first question, about the chances 
for success of a young man starting out 
today, was followed by the intriguing 
query: “Tf you had some extra money to 
invest right now what would you put 
it in?” 


This brought up the general subject 


of what constituted suitable investment 
media, eliciting reactions toward stocks 
and bonds. And it was not long before 
the interviewer had guided his ques- 
tions naturally into the subject of the 
New York Stock Exchange. 

These questions were all prepared by 
Elmo Roper and his associates. The 
Stock Exchange had nothing to do with 
any of the details of the arrangements 
or conduct of the survey. It simply asked 
for an impartial and unbiased examina- 
tion of the prevailing public attitude 
toward the New York Stock Exchange. 


General Results 

The general results of the survey 
were surprising in many ways. It was 
generally understood, before the survey 
was even thought of, that only a small 
number of people were accurately in- 
formed about the facilities offered by 
the New York Stock Exchange, its op- 
erations and its general status in the 
American economy. The survey not 
only confirms this general belief, but 
reveals, in a way that can only be re- 
garded as amazing, that, not only is 
there a wide degree of misinformation 
about the Exchange among that part of 
the public that has had no occasion to 
become accurately informed about it, 
but also many misconceptions about the 
Exchange exist among many of those 
who have had dealings in securities and 
who might be assumed to be better in- 
formed about brokerage and general 
financial affairs. 

One of the first surprises was the fact 
that, in answer to the first question, 
despite the many recent years of depres- 
sion, some 41.2 said a young man’s 











chances today were “better” than they 
were 50 years ago. Nearly 11% more 
said they were ‘‘better in some respects, 
not all.” Thus over half of those inter- 
viewed were optimistic. Only 9% said 
they were the “same.” Slightly over a 
third, 35.4% of those questioned, 
thought the young man’s chances were 
“poorer.” Only 3.5% frankly said they 
“didn’t know” in answer tothis question. 


Investment Preferences 

Real Estate led the list of replies to 
the second question, with 23.6% indi- 
cating it as their investment preference. 
Government bonds followed, being pre- 
ferred by 17.9% of those interviewed. 

Stocks came third, with 11.6% of the 
total indicating this as their investment 
choice. But this was the highest single 
investment favorite of any single one of 
the four economic groups, with 26.1% 
of the top economic level indicating 


5,166 persons interviewed, some 1,713, 
or 33.5% said that they or their families 
now owned stock, or had owned stock 
at one time or another. A flat 66% said 
they and their families had never owned 
stock. Very few were indefinite on this 
point, only .5% saying they “didn’t 
know.” 

Of the 1,713 who said they had 
owned stocks at one time or another, 
55.9% of this group, or some 958, said 
they still owned stock now, while 
43.4% of them did not now own stock, 
and .7% “didn’t know.” 

Of those who had at any time owned 
stocks, only 29° or about 489, had 
bought any securities in the past two or 
three years, while 69.8% had not 
bought in this period, and 1.2% “‘didn’t 
know” whether they had or had not. 

Of the 1,713 who ever in their life- 
time had dealings in stocks, some 27.5% 
said they showed a gain, 24.6% said 


first hand experience and knowledge. 

It is surprising, therefore, to find that 
as high as 49.7% of all those inter- 
viewed said they followed the activities 
of the stock market, some to a greater 
extent than others. While 39.6% said 
they “never pay any attention to it,” 
women comprising a larger proportion 
in this respect than men. Some 10.7% 
had no answer to this query, and it 
seems proper to assume that they did 
not follow the market, thus, making, in 
all, a total of 51.3% in this category. 

The 49.7% who followed the record 
of stock market prices was made up of 
23° who “read about the big rises and 
falls only,” 15.16 who “follow gen- 
eral quotations fairly regularly,” and 
11.6% who “follow certain stocks they 
are interested in.” 

In answer to the query as to whether 
they believed that “Prices on the New 
York Stock Exchange are a good indica- 





they would invest their money in stocks. 

The savings bank was fourth on the 
list, being favored by 10.8% of all ques- 
tioned. Next came life insurance, or 
annuities, 9.7. Bonds, other than gov- 
ernments, were favored by only 1.6%. 

On the average, 11% ‘didn’t know” 
what they would do with extra money 
if they had it. 

Very few said they would use the 
money to ‘buy, build or repair a home 
—or farm—or to buy livestock.” Only 
3.5% to 5.4% said they would invest it 
in their own business. Hence, when they 
placed “‘real estate’’ as their favorite 
they must have been thinking of it more 
as a place for a safe investment for ap- 
preciation, rather than as a place to es- 
tablish a home. 

Surprisingly enough, of the total of 


they “broke even,” and 44.4% reported 
they had lost and 3.5¢ said they “didn’t 
know.” 


Small Active Participation in Market 


From the above line of questioning, 
it appears that only about 18 of the 
total 5,000 interviewed now own securi- 
ties, and less than 10° had done any 
securities business in the last two or 
three years. It boils down, therefore, to 
the fact that only a small portion had any 
personal reason for keeping an active 
interest in the New York Stock Ex- 
change as an institution, or in the trend 
of securities prices. 

From this point on, therefore, except 
for those who had active dealings in 
securities, the answers were based more 
on general opinion rather than upon 


EWING GALLOWAY 
tion of what general business condi- 
tions will be like all over the country in 
a few months,” some 55.76 said “‘yes;” 
13.9°% said “‘no;” while 18.7% “didn’t 
know” and 11.7¢¢ kept mum. 


People’s Opinion of the Exchange 

Out of the entire group interviewed 
some 53.60 apparently felt that the 
Stock Exchange was a necessary. institu- 
tion in Our economy. 

While only 4.8°¢ said it “has been a 
useless institution and should be done 
away with entirely,’ some 22% said it 
was not within their sphere of interest, 
and frankly admitted that they neither 
knew nor cared anything about it. No 
opinion was registered by 19.6“. 

Of the 53.6°¢ who did have an opin- 
ion on the usefulness of the institution, 
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this figure included 13.6% who said it 
has been ‘‘a useful and well-run institu- 
tion and we should keep it.” While 
26.8% thought “it has done many 
things it should not have done, but we 
still need it,”’ and 13.2% felt it ‘could 
be a useful institution but it won't be 
until drastic changes in it are made.” 


Misinformation and Misconceptions 

The survey helps to indicate the kind 
and extent of the misconceptions that 
prevail about the Stock Exchange and 
the brokerage business. 

Considerable confusion apparently 
exists as to exactly what is bought and 
sold on the floor of the New York Stock 
Exchange. While some 78.8% were 
certain that stocks and bonds of com- 
panies were bought and sold there, some 
1.9% answered “‘no’’ to this query and 
19.3% either “didn’t know” or didn’t 
answer. 

Some 8.7% thought that livestock 
could be bought and sold on the Ex- 
change and 26.1% didn’t know or were 
so uncertain they didn’t answer. 

The uncertainty increased when grain 
was mentioned. Some 24.2% were sure 
grain could be bought and sold on the 
New York Stock Exchange and only 
50.9% were certain that this is not so. 
The rest didn’t know or said nothing. 

The greatest uncertainty of all exists 
on the question as to whether govern- 
ment bonds could be bought and sold 
on the New York Stock Exchange. Some 

“no:” 
while 23.5°% said they “didn’t know” 
and 12.4% had no answer. 

That considerable public misunder- 


33.6% said “yes,” and 30.5%, 





DISTRIBUTION OF INTERVIEWS 


BY 
OCCUPATION 
Professional 4.4 
Proprietor—farm 8.7 
Proprietor—other FoF 
Housekeeper 40.9 
Salaried—minor 11.9 
Salaried—executive 4.2 
Wages—factory 3.8 
Wages—farm 2.7 
Wages—other 8.9 
Retired 22 
Unemployed 3.5 
Student 1.1 
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standing exists over the distinctions be- 
tween speculation and gambling is re- 
vealed by the survey. 

Some 60% of those queried affirmed 
that “anyone who buys stocks and bonds 
is speculating,” while 22.8% said this 
was not so. Only 5.6% said they “didn’t 
know” and 11.6% had no answer. 

The belief that “speculation and 
gambling are the same thing”’ was ex- 
pressed by 52.1% of those interviewed 
and 32.3% did not think so. Only 4% 
didn’t know and 11.6% failed to state 
what they thought. 

Although over 66% of all those in- 
terviewed admitted they had never 
owned any securities, nevertheless they 
had opinions as to the kind of treat- 
ment accorded buyers of securities, much 
of it obviously based on nothing more 
substantial than conjecture or hearsay. 

Only 25% believed that “The small 
buyer on the New York Stock Exchange 
gets the same consideration and treat- 
ment that the large buyer gets.”” Some 
45.3% do not think so, while only 
18.3% admitted that they did not know, 
and 11.5% failed to reply. 

While 34.9% were of the opinion 
that “Any small investor who buys stock 
on the New York Stock Exchange is 
foolish,” 41.6% did not think so, 
11.7% “didn’t know” and 11.8% had 
no idea. 

This was part of the same kind of 
thinking that believes that “only ‘insid- 
ers’ can make much money on the stock 
market over a period of time’: 44.6% 
said they thought this was “‘true’”’ and 
28.8% said it was a “false’’ statement. 
Some 14.9% “didn’t know” and 11.7% 
didn’t answer. 

An unusually large number of peo- 
ple, even among those in the upper 
economic levels, think that ““The New 
York Stock Exchange makes a profit 
when the public loses money in stocks.”’ 
Some 39.9% said they thought so, while 
only 30.2% were certain that this was 
not so. There were 17.5% who “‘didn’t 
know” and 12.4% with no answer. 

Only 18.4% knew for certain that 
“The New York Stock Exchange does 
not, for itself, buy or sell anything.” On 
the other hand 40.6% said “‘yes”’ to this 


query, and 28.7% “didn’t know.” 

Some 23.5% said it was ‘‘true”’ that 
“the prices at which stocks sell are set 
by the men who run the New York Stock 
Exchange’ while 43.2% knew that this 
was false, 20.8% didn’t know, and 
12.5% had no answer. 

The opinion that “Wall Street and 
the New York Stock Exchange are just 
two names for the same thing” is held 
by 41.6% of those interviewed, but 
30.9% disagreed, 15.2% didn’t know, 
and 12.3% made no reply. 

Perhaps the fact that the following 
question was asked, or the way it was 
expressed, gave it the presumptive air 
of being a correct statement of fact. 
There were more affirmative answers 
than negative and almost an equal num- 
ber who ‘“‘didn’t know.” 

“Do you think the people who con- 
trol the New York Stock Exchange are 
the same people who control: 

ANSWERS 
Don't No 
Yes No Know Answer 
1. “Theentire New 
York City finan- 
cial world? ..... 31.3 
. “All of the se- 
curity markets 


in the United 
States? — oon 
. “Our country’s 
biggest banks?... 
4, “Practically all 
‘Big Business’ in 
America?” —..... 


25.2 32.0 124 


i) 


28.6 


we 


23.6 12.6 
: 42.4 

Of the slightly more than 5,000 per- 
sons interviewed, their attitude toward 
the New York Stock Exchange was 
classified by the interviewers as follows: 
3,062 were “‘not at all critical,’ 1,617 
were ‘‘somewhat critical” and 360 were 
“extremely critical.” The latter were not 
confined to any one group, or section, 
og economic level but were scattered 
throughout the entire “sampling.” 

There are many phases of this survey 
which lend themselves to careful anal- 
ysis and study, especially those that re- 
veal glaring misconceptions and misin- 
formation widely held by the public 
with respect to the institution and its 
essential role in the American economy. 
They indicate conclusively the need for 
the dissemination of more information 
on all phases of the work and services 
of the New York Stock Exchange. 


24.7 20.3 12.6 





N the famous Laurentian Library at Florence, Italy, there 

is an ancient and massive book, chained to a lectern. 
This book is a diary of a grain merchant who, centuries ago, 
conducted his business in ancient Pisa. He had this daily 
parchment record of his business transactions illumined by 
the artistry of the monks, leaving to posterity what is one of 
the most colorful if not the oldest known examples of illus- 
trated business annals. This aged parchment pictures the 
effects of changing prices, in periods of famine and plenty, 
upon the business life of those days. The record shows that 
periods of economic depression, and the famine and travail 
that accompanied them, were largely local problems, con- 
fined within the walls of the cown. When Pisa was suffering 
from famine and depression Florence might be enjoying the 
fruits of the prosperity that came from a bountiful grain 
harvest. 

People suffered and endured famine and depression, 
while not only relief but great bounty might lie not far from 
the boundaries of their suffering town. Men lacked not only 
distribution and transportation facilities but mainly they 
lacked imagination and resourcefulness. 

The monks embellished the manuscript with scenes that 
show rays of light shining from the heavens to which people 
are shown appealing for surcease from the economic distress 
that surrounded them. 

The lesson of this ancient diary of a grain merchant who 
lived centuries ago is that depressions and the distress 
they brought are not phenomena exclusively of our own day 
or of our economic system. But their cause is essentially the 

same as the cause of the economic plight from which we 
suffer today. Today, we possess great material advantages 
in production facilities, in distribution, and in organization. 
But men’s minds today are as enthralled as were those of 
the citizens of these ancient cities. 

We are not unlike those citizens of centuries ago, fighting 
within their city walls over the remnants of a past bounty. 
People today, just as in former times, need the enterprise 
to go beyond the gates that confine them, to seek fresh fields 
of opportunity and produce plenty for all. 

Men are retarded from making progress by the limita- 
tions of their own thinking, their lack of vision and im- 
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The Chart on the front cover of this issue shows the 
general trend of trading activity on the New York Stock 
Exchange for the past ten years, based upon reported 
share volume. 


agination restricts their horizons and inhibits them from 
secing ahead the sure path to success and prosperity. Reliet 
from the depression which has been our fate tor the past 
ten years is cluding us, because progress is stymied by the 
erroneous belief of many that we have reached an economic 
dead-end. They have contended that we have “excess ca- 
pacity,” “excess investments” and “excess savings’’; that 
we are over-produced and over-capitalized. No successful 
economic program can be built upon a philosophy based 
upon these premises. 

Professor Cassel has ably presented in this issue his brief 
that there is no reason why there must be an end to prog- 
ress, except that the limitations of men’s minds prevent 
them from seeing the way ahead. His thought is an inspiring 
and stimulating contribution to the solution of the problem 
we face. 

It is clear that the first essential we must have is a dynamic 
philosophy of progress if the decade of the 40’s 1s to see us 
again on the road to the enjoyment of the bounty that is 
America’s heritage. We must climinate the negative think- 
ing that is at the root of our economic dilemma. It is not 
that new horizons do not exist. Rather, our trouble 1s more 
that our national vision is clouded by a miasma of muddy 
thinking. If we are to attain prosperity, if we are to be again 
able to produce more and more goods and services and re- 
build a national income adequate for all, our first concern 
must be to eliminate these mental shackles that keep us en- 
thralled. If we do this, there 1s hope that the prediction 
made by W endell Willkie before the Congress of American 
Industry that “Life Begins in ‘40’ "will come true. 





THE TREND OF NEW YORK STATE RECEIPTS FROM THE TRANSFER TAX 


AND THE TREND OF BUSINESS ON THE NEW YORK STOCK EXCHANGE 
TOTAL SHARES TRADED ON NEW YORK STOCK EXCHANGE 
TOTAL NEW YORK STATE RECEIPTS FROM STOCK TRANSFER TAXES 


SHARES Bai 
284,044,082 
1924 
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$7,078,199 
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$40,332,139 
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Each share represents 100 million shares traded 
Each circle represents 2.5 million dollars New York State Transfer Taxes 


HOW THE NEW YORK STATE TRANSFER TAX 
FORCES BUSINESS AWAY FROM NEW YORK 
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